2004 4PR 30 PH 1 38 New England Gas Company

PR iy DOMMIS RN

April 30, 2004

Luly Massaro, Commission Clerk
Public Utilities Commission

89 Jefferson Boulevard
Warwick, RI 02888

Re: Docket No. 3436, Amended Gas Cost Recovery Filing
Dear Ms. Massaro:

Enclosed please find an original and nine copies of the testimony of Michael
Harn and Gary Beland in support of the above referenced filing. The proposed
GCR rates reflect the customer class-specific factors necessary for New England
Gas Company to collect the projected increase in summer period variable gas
costs. The Company is not attempting to achieve a zero deferred balance at
October 31, 2004. Rather, the Company is attempting to capture the projected
increase in summer period variable gas costs over the forecasted variabie costs

- underlying the currently effective GCR recovery factors. The Company is making
this filing in response to significantly increased gas prices throughout the May
through October 2004 GCR period.

In this immediate filing, the Company has updated gas costs and gas cost
collections with actual data through March 2004, and updated the April through
October 2004 gas cost forecast based on the April 19, 2004 NYMEX and the
GPIP through March 31, 2004. The proposed GCR factors would take effect with
gas consumed on or after June 1, 2004.

Sincerely,

'Sharon Partridge
Vice President, Finance

ce: Service List

100 Weybosset Street
Pravidence, BRI 02903
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HAVE YouU PREVIOUSLY TESTIFIED iN THIS DOCKET?

Yes, I have testified in Support of the Gas Cogt Recovery (“GCR”) rates that were

approved for effect o November I, 2003.

Tesponsibilities at the Department included the analysis of re-employment by workers
affected by mass layoffs and plant closings, | Joined Bay State Gasg Company i
November 1987 48 an Associate Rate Analyst, and wag promoted to the position of
Rate Analyst in February 1995, While at Bay State, 1 testified before the New
Hampshire Public Utility Commission and Maine Publjc Utility Commission ip Cost

of Gas Adjustmen Filings. In April 1998, 1 Jjoined ProvEnergy as a Pricing Analyst,
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My educational background includes a Bachelor of Arts Degree in Economics from

Framingham State College.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to explain the calculation of the Gas Cost Recovery
(“GCR"™) charges to be effective with consumption on and after June 1, 2004 for the
following services: (1) firm sales service to the Residential Non-Heating and Heating
rate classes and Commercial and Industrial ("C&I"} customers in the Small, Medium,

Large and Extra Large rate classes,

DO YOU HAVE ANY ATTACHMENTS TO YOUR TESTIMONY?

Yes. Iam sponsoring the following Attachments:

MJH-1 NYMEX Comparison
MIH-2  Supply Variable Costs Comparison
MJH-3 Amended GCR Factors
MIJH-4 GCR Deferred without Updated Factors
MIJH-5 GCR Deferred with Updated Factors
MIH-6 Bill Impact Analysis
MIH-7 NGV Tanff
Q. WHY IS THE COMPANY PROPOSING TO AMEND THE CURRENTLY

EFFECTIVE GCR FACTORS?

Al For the six months ended October 2004, projected gas costs have increased
significantly from those underlying the Company’s currently effective GCR factors.

Consequently, the projected end-of-period gas cost deferred balance has increased as

GAPRICSHARMDK 343600GCR-Nov2003WUpdate_3\June 2004\ Testimony-MJH3.doc
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well. The proposed GCR factors are intended to capture only the increase in variable

gas costs for the six-month period May through October 2004.

HOW DOES THE CURRENT NYMEX PRICE COMPARE TO THE
FORECAST UNDERLYING THE CURRENTLY EFFECTIVE GCR

FACTORS FOR THE STX MONTHS ENDED OCTOBER 2004?

The currently effective GCR factors reflect an October 27, 2003 NYMEX benchmark
for the Company’s non-locked purchases. As shown on Attachment MJH-1, based on

the April 19, 2004 NYMEX, gas prices are approximately $1.011/dth ligher.

HOW DOES THE COMPANY’S LOCKED PURCHASES COMPARE WITH

THE OCTOBER 29, 2003 FORECAST?

In the Company’s October 29, 2003 GCR filing, total summer purchase requirements
(exciuding storage fill) were 6,198,388 dth. Of this quantity, the price associated with
approximately 44 percent, or 2,736,758 dth was “locked” in. The value of the locked
purchases was $14,014,185, for an average rate of $5.121/dth. Consequently, the
price was not locked in for approximately 56 percent of summer purchase
requirements {excluding storage refills), or 3,461,630 dth. The value of the non-
locked purchases was $17,318,403, or $5.003/dth. Based on actual data through
March 31, 2004, the Company has fixed prices for 3,942,415 dth for the six summer
months at a cost of $20,825,175. As such, non-locked purchases are currently

projected to be 2,255,973 dth at a cost of $14,588,930 based on the Apnl 19, 2004

GAPRICSHAR\DKE 34360\GCR-Nov2003\Uindate_3\une 2004\ Testimony-MJH3 doc
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NYMEX. Attachmeni MJH-2 summarizes the Company’s locked and non-locked
purchases for the six summer months. As shown, variable gas costs are projected to

be $3,050,673 greater than forecast due to higher than projected gas prices.

IS THE COMPANY PROPOSING TO AMEND THE GCR FACTORS SUCH
THAT A ZERO DEFERRED BALANCE IS ACHIEVED ON OCTOBER 31,

2304?

The Company is proposing to amend only the Supply Variable Component of the
currently effective GCR factors so that the increment ($3,050,673) of variable gas
costs caused by the higher than forecasted prices is collected from firm customers over
the period June 2004 through October 2004. This would ensure that summer period

gas costs are recovered from customers in a timely and equitable manner.

PLEASE PROVIDE AN OVERVIEW OF THE DEVELOPMENT OF THE
PROPOSED GCR RATES.

As previously mentioned, the Company is proposing to amend the Supply Variable
Component of the currently effective GCR factors only. Accordingly, the $3,050,673
of additional gas costs would be divided by projected firm through-put for the period
June 2004 through October 2004, For the five months ended October, projected firm
through-put is 4,634,150 dth. Thus, the currently effective Supply Variable

Component of the GCR would be increased by 50.658/dth, resulting in an amended

GHPRICSHARDKL 3436\GCR-Nov2003\Update,_I\June 2004\ Testimony-MIH3 .doc
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Supply Variable Component of $6.1495 per dth. Attachment MJH-3 presents the

proposed GCR factors for effect on June 1, 2004.

WHAT IS THE IMPACT OF THE AMENDED GCR ON THE ENDING GCR

DEFERRED BALANCE?

Based on actual data through March 2004, and updated forecast data through October
31, 2004, the GCR deferred balance as of October 31, 2004 is projected to be
approximately $13.9 million without a change in the currently effective GCR rate.
The updated forecaét data reflects the April 19, 2004 NYMEX for the Company’s
non-locked purchases with information on locked purchases updated to reflect actual
activity through March 31, 2004. The proposed GCR factors would result in a
projected end-of-period deferred balance of approximately $10.9 million. Attachment
MJH-4, pages | and 2 presents the GCR deferred balance activity based on the Aprii
19, 2004 NYMEX and updated locked purchases resulting in the end-of-period
balance of $13.9 million. Attachment MJH-5, pages 1 and 2 presents the GCR
deferred balance activity based on the April 19, 2004 NYMEX, updated locked
purchases, and amended GCR collection factors resulting in the end-of-period balance

of $10.9 million.

HAS THE COMPANY ANALYZED THE BILL IMPACTS OF THE

PROPOSED CHANGES FOR CUSTOMERS?

GHPRICSHARWDKt 3436\GCR-Nov2003\Update 3\June 2004\ Testimony-MJH3 doc
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A. Yes. If the proposed GCR factors were to take effect, a residential heating customer
using 171 therms over the five months June through October would experience an
increase of approximately 4.8 percent, or $11 versus the currently effective GCR

factors. A summary of bill impacts for customers is provided on Attachment MJH-6.

Q. IS THE COMPANY PROPOSING A CHANGE TO THE NATURAL GAS
VEHICLE (“NGV”) RATE?

A. Yes. The commodity charge component of the NGV rates is based on the supply
variable costs identified in the Company’s GCR filing. Accordingly, the NGV
commodity charge is being updated to reflect the supply variable costs included in this

filing. A revised NGV tariff is provided as Attachment MJH-7.

DOES THIS CONCLUDE YOUR TESTIMONY?

A, Yes.

GAPRICSHARVDKt 3436\GCR-Nov2003\Update_3\June 2004\ Testimony-MJIH3 doc



Attachment MJH-1
Docket No. 3436
April 30, 2004
New Engiand Gas Company
NYMEX Comparison: October 27, 2003 vs. April 19, 2004

27-Oct-03 19-Apr-04 Differ
May-04 54.621 $5.508 $0.888
Jun-04 $4.626 $5.597 $0.971
Jul-04 $4.636 $5.672 $1.036
Aug-04 54.654 $5.715 $1.061
Sep-04 54.641 $5.602 $1.051
Oct-04 $4.659 $5.716 $1.006

Average - $4.640 $5.650 $1.011
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New England Gas Company

ATTACHMENT MJH-7
Section 7

A Division of Southern Union Company Miscellaneous Services

RIPUC NEGC No. 101

Schedule A, Sheet 1
First Revision

NATURAL GAS VEHICLE SERVICE

RATE 70

1.0 NATURAL GAS VEHICLE SERVICE

1.1 AVAILABILITY:

1.2 RATES:

1.3 MINIMUM RATE:

This rate is available for compressed natural gas dispensed
at Company-owned fueling stations for the purpose of
fueling natural gas vehicles.

No other use of gas will be included in this rate for billing
purposes.

Customer Charge: $5.00 per month
Energy Charge:

Distribution Charge: $0.1697 per Therm
Commodity Charge: $0.6281 per Therm

Customer Charge

1.4 GENERAL RULES AND

REGULATIONS:

The Company's General Rules and Regulations in Section 1
of RIPUC NEGC No. 101, as in effect from time-to-time
and where not inconsistent with any specific provisions
hereof, are a part of this Schedule.

1.5 RHODE ISLAND GROSS

EARNINGS TAX:

The application of the above rates are subject to the Rhode
Island Gross Earmings Tax provisions in Section 1,
Schedule D.

2.0 INTERRUPTIBLE NATURAL GAS VEHICLE SERVICE

2.1 AVAILABILITY:

Gas service 1s available under this rate to any customer
requiring natural gas as a motor fuel for motor vehicle
operations.

Customer must have dual-fuel capability for the use of an
alternate fuel which may be substituted for gas when gas is
not available under this tariff, or customer must have use of

Issued: Apnl 30, 2004

Effective: June 1, 2004

GAPRICSHAR\DKS 3436\GCR-Nov2003WWGY-tarif_3 doc



ATTACHMENT MJH-7

New England Gas Company Section 7
A Diviston of Southern Union Company Miscellaneous Services
RIPUC NEGC No. 101 Schedule A, Sheet 2

First Revision

NATURAL GAS VEHICLE SERVICE
RATE 70

a vehicle powered by an alternate fuel which may be
substituted for the NGV vehicle when gas 1s not avatlable
under this tariff. -

2.2 RATES: The interruptible rate shall be set for the upcoming month
after 10:30 a.m. five (5) business days prior to the
commencement of that month. Upon setting the non-firm
service rate, if the Company obtains a new, lower gas
supply, the rate may be reduced prior to the first calendar
day of the month. The customer must notify the Company
by 9:00 a.m. two (2) business days prior to the
commencement of that month of the intention to take
Interruptible Natural Gas Vehicle Service.

Customer Charge:  $5.00 per month

Energy Charge:
The rate for interruptible service will be equal to the
Company's incremental gas cost, $.085/Therm margin,
plus $.15/Therm for the cost of compression.

b
fas

MINIMUM RATE:  Customer Charge

2.4 GENERAL RULES AND
REGULATIONS: The Company's General Rules and Regulations in Section 1
of RIPUC NEGC No. 101, as in effect from time-to-time
and where not inconsistent with any specific provisions
hereof, are a part of this Schedule.

2.5 RHODE ISLAND GROSS
EARNINGS TAX: The application of the above rates are subject to the Rhode
Isiand Gross Earnings Tax provisions in Section 1,
Schedule D.

2.6 NOTIFICATION OF
INTERRUPTION/
CURTAILMENT: Customer will curtail or discontinue service when, in the
sole opinion of the Company, such curtailment or

Issued: April 30, 2004 Effective: June 1, 2004
GPRICSHAR'Dkt 3436\GCR-Nov2003WGV-tariff_3.doc



ATTACHMENT MJH-7

New England Gas Company Section 7
A Division of Southern Union Company Miscellaneous Services
RIPUC NEGC No. 101 Schedule A, Sheet 3

First Revision

NATURAL GAS VEHICLE SERVICE
RATE 70

interruption is necessary in order for it to continue to supply
the gas requirements of its firm customers at such time.

2.7 FAILURE TO
CURTAIL: For any period that a customer fails to curtail the use of gas
as requested by the Company, the rate for gas consumption
will be equal to the highest cost gas required to meet

demand during the curtailment period, plus $1.55 per
Therm.

Issued: April 30, 2004 Effective: June 1, 2004
GAPRICSHARDKE 3436\GCR-Nov2003WNGV-tariff_3 doc



STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
PUBLIC UTILITIES COMMISSION

NEW ENGLAND GAS COMPANY
DOCKET NO. 3436

DIRECT TESTIMONY

OF

GARY L. BELAND

April 30, 2004
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New England Gas Company Gary L. Beland
Testimony

Docket No. 3436

April 30, 2004

Page 1 of 7

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. My name is Gary L. Beland, and my business address is 100 Weybosset Street,

Providence, Rhode Island 02903,

Q. WHAT ARE YOUR POSITION AND RESPONSIBILITIES?

A. I am Director of Gas Supply for New England Gas Company (“NEG” or the
“Company”™). My responsibilities include all aspects of gas-supply management
including purchasing, contracting, planning, system monitoring and control and federal

regulatory monitoring and intervention.

Q. HAVE YOU PREVIOUSLY TESTIFIED IN THIS DOCKET?
A. Yes, my most recent testimony in support of the Gas Cost Recovery (“GCR”) rates was

for the rates approved for effect on November 1, 2003.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
A. My testimony provides support for the updated gas costs estimates and other issues

relating to the Company’s propoéed GCR factors.

Q. ARE THERE ANY ATTACHMENTS TO YOUR TESTIMONY?

Yes. 1am sponsoring the following Attachments:
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New England Gas Company Gary L. Beland

Testimony
Docket No. 3436
April 30. 2004

Page 2 of 7
GLB-1 Comparison of Original Filing NYMEX with Updated NYMEX
Strip
GLB-2 Summary of Projected Gas Cost
GLB-3 Gas Cost Details
GLB-4 Comparison of Locked Prices and NYMEX Smp
GLB-5 Locked Price Gas Supplies

WHY IS IT NECESSARY TO REQUEST AN INCREASE IN THE GCR AT
THIS TIME?

Gas prices for the summer of 2004 have increased substantially from those in the
original September 1, 2003 GCR filing. Attachment GLB-1 shows the NYMEX future
prices used in the original GCR filing and compares them with the actual NYMEX
closing prices for the period November 2003 through April 2004, as well as the current

futures prices as of the NYMEX close.

As the graph shows, the actual prices for November through April are $0.46 per
dekatherm higher on average than the NYMEX prices projected in the original filing.
The future prices for May through October are an average of $1.01 higher than the

original filing.

WHAT IS THE IMPACT OF THE HIGHER PRICES ON THE COMPANY'’S
GAS COSTS?
Because of the Gas Purchasing Plan (the “Plan”), the impact of the higher commodity

prices in the coming summer is largely mitigated. The Company entered the winter with
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the ability to meet 73% of normal forecasted winter sendout with supply that was
available at a fixed price either because the price had been locked under the Plan or
because the supply was already purchased and in storage. However, the cost of
incremental supplies to meet requirements above the Jocked quantities, including
increased demand during colder than normal weather, have been at higher prices than
projected in the Company’s original GCR filing. This has caused a level of
underrecovery of gas costs during the past winter. The need for this filing stems from
the fact that higher prices are also affecting purchases made under the Plan for future
months, with the current prices at levels that are substantially higher than the prices
previously projected in the September 2003 GCR filing. Accordingly, the higher market

prices have caused the Company’s gas costs fo increase.

HAVE FIXED COSTS IN THIS FILING CHANGED FROM THE ORIGINAL
GCR FILING?

Yes. Fixed costs have been updated to calculate the projected deferred cost over the
remainder of the GCR year. However, the rates in this filing have been adjusted based

solely on the increased variable costs.

HOW HAS THE COMPANY UPDATED COMMODITY PRICES AND

VOLUMES IN THIS FILING?
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The filing includes actual gas cost results for November through March. The Company
has also updated the calculation to mnclude the actual April NYMEX closing price and
the impact of NYMEX prices for the period May through October 2004, based on

NYMEX prices as of April 19, 2004,

WHAT GAS COSTS ARE USED IN THE GCR FILING?

Attachment GLB-2 provides a summary of the projected gas costs reflected in this
filing. As indicated above, the variable commodity GCR costs are based on the
NYMEX strip as of the close of trading on April 19, 2004 for purchases of supply that
are not already locked in under the Plan. The GCR costs aiso reflect storage and
inventory costs as of April 1, 2004 and the projected fiil and pricing for the gas 1o be
injected into storage. The purchases made under the Plan that are included in the GCR

calculations are shown in Attachment GLB-3 for each individual pipeline.

OVERALL, WHAT ARE THE PRICES AND QUANTITIES OF GAS
PURCHASED UNDER THE PLAN?

Attachment GLB-4 shows a comparison of the April 19, 2004 NYMEX strip and the
average unit cost of gas purchased under the Plan. Attachment GLB-5 shows the
quantities purchased under the Plan for each future month, the average unit price and the

percentage of projected purchases at locked in prices.
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HOW WERE GAS COSTS CALCULATED?

Projected gas costs were calculated using the SENDOUT model results as shown in the
September 2, 2003 GCR filing, updated for actual purchased quantities and the
NYMEX strip pricing as of April 19, 2004. When the Company purchases supply at
locations other than Henry Hub, which is the pricing point for NYMEX contracts, the
Company used the historical differential to the Henry Hub price to determine the
expected difference, or “basis.” Applying the basis differential to the NYMEX pricing

creates a reasonable estimate of the expected invoice cost of the supply.

HOW DID THE COMPANY CATEGORIZE THE PROJECTED GAS COST
COMPONENTS?

Gas costs are broken down into five components: (1) Supply Fixed Costs; (2) Storage
Fixed Costs; (3) Supply Variable Costs; (4) Storage Variable Product Costs; and (5)
Storage Variable Non-Product. The Supply Fixed Costs include all fixed costs refated
to the purchase of firm gas, including pipeline and supplier fixed reservation costs and

demand charges.

The Storage Fixed Cost includes all fixed costs related to the operation and maintenance
of storage including fixed storage demand charges, fixed costs associated with delivery
of storage gas to the Company's distribution system, and local production and storage

costs.
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The Supply Variable Cost component includes all variable costs of firm gas, including
the commodity costs and expenses incurred to transport gas. Commaodity costs included
in the Supply Variable Cost component reflect the sum of purchases made under the
Gas Purchasing Program and projections of gas costs based on the NYMEX prices of
wellhead futures contracts as of the close of regular trading on April 19, 2004, All
purchases made as part of the Plan were fixed price agreements and there were no call

options, coliars and/or other financial-related fransactions.

The Storage Variable Cost component includes all variable costs related to the
operation, maintenance and delivery of storage gas, including storage injection and
withdrawal costs, delivery of storage gas to the Company's distribution system, and the
cost of LNG and LPG supplies. A summary of gas costs included in the GCR and
disaggregated into these cost components by month for the period April 2004 through

QOctober 2004 is shown on Attachment GLB-2.

PLEASE DESCRIBE ATTACHMENT GLB-3 PAGES 1 THROUGH 24.

Attachment GLB-3 Pages 1 through 24 shows the supporting detail for gas costs
included in the filing for the period April 2004 through October 2004. The various
schedules show the optimized, forecasted sendout by supply source and the pricing

detail by supply source and cost component.

DOES THIS CONCLUDE YOUR TESTIMONY?
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A. Yes, it does.
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